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SUMMARY 


India, Afghanistan and Ceylon face financial difficulties, 
and their leaders think they can solve their problems with 
increased external economic assistance from the US. One has 
already requested such aid, and the other twce will prooably 
follow in short order. These requests came at a time when 
palitical pressure in the West is building up for a slash in 
foreign aid -- a fact of which the leaders of none of these countries 
appears aware. Rather, they tend to view external assistance -- 
on an increasing scale -- as something to be taken for granted. 
All three will continue to have a real need for some external 
essistance. Failure to receive larger amounts of aid would 
increase anti-Western feelings, but is not Likely in the near 
future to lead to major political or economic crises. 
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India 


1. India's foreign aid needs are becoming astronomical. 
It is already the single largest recipient of US assistance in 
the world. It receives $500 million a year in economic aid, 
and in 1964, PL-480 wheat shipmentc reached the level of 
six million tons, some 15-20 percent of the annual US wheat 
ances Given India's growing population {now over 470 million 
people) and continuing difficulties in increasing food production, 
the present level of PI-480 shipments will probably have to be 
mainteined or even increased somewhat for several years to 
prevent further food crises. Indeed, our embassy in New Delhi 
has recommended that these shipments be increased by one million 


tons for each of the next two years. 


2. Two factors make an Indian request for a major eid 
increase likely. Most of the assistance supplied by Western 
countries, recently amounting to over a billion dollars a vear, 
has been in the form of loans » and the schedule of debt and 
interest repayments is rising rapidly. During India's scheduled 
Fourth Five Year Plan(to begin in April 1966), total foreign 
¥” “India also receives substantial US military assistance, both 


as loans and grants, of some $100 milljon a year. This 
military aid is not considered here. 
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debt servicing will rise to about $2.5 billion, or an average of 
$500 million dollers anmually. Further, there are a number 
of indications that New Delhi wants to receive foreign aid 


closer to the per capita magnitude of that given to Pakistan 


in recent years, in the hope of accelerating India's three- 
six percent rate of growth to something like the five- 

six percent achieved by Karachi. Were total external assistance 
to India to rise to that ievel; India would receive a total of 
nearly $13 billion plus substantial food grains shipments for 
the five year period 1966-1971. 


* The head of the Indian Planning Commission has recently 
stated that India's Fourth Plan foreign aid needs must be 
revised upwards from its October 1964 estimate of $6.7 
billicn, In late April 1965, the Commission said it would 
probably need at least $7.8 billion for this period, an 
averege of over $1.5 billion per year. In April 1965 our 
Embassy in Delhi stated that India's exchange requirements, 
aside from PL 480 shipments and export earnings, will be 
about $9.5 billion dollers in the Fourth Plan. The Embassy 
believes that about $2 billion can be obtained from private 
imvestors and sources other than the Consortium. (primarily 

a the USSR) This would leave needs of nearly $7.5 billion, or 
$1.5 billion a year -- of which the US would pay at least 
kealf. US Embassy is probably somewhat unrealistic, since 
India's ability to attract such a high level of private 
investment in the near future is questionable. At present, 
there is a small net outflow of private exchange resources. 
While the situation will probably improve, India is unlikely 
to receive more than a hundred million a year in net private 
investment. Further more, debt servicing charges will be 
larger than those cited. However, Soviet aid will increase. 
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:e India's actual aid request (which will be made later 
in: 55) will probably be based on a balance between what 

New Jelhi thinks it will need and what it thinks it can get. 
White some of its leaders recognize the difficulty of getting 
mec e external assistance, Indian ignorance of increased 

ad’ ror resistance to even present aid levels is widespread 

‘od Indien capecity for self deception is considerable. The 
‘hastri goverment is likely to ask the Aid-to-India Consortium 
vor a combination of debt postponements and increased financial 
assistance amounting to between $1.5 to $2 billion a :ear or 
$7.5 to $10 billion during the plan period. The request will 
be justified by pointing out both Indie's urgent needs and 


its importance to the West. 


4, Soviet aid, which India is now utilizing at the rate 
of about $200 million a year, will increase. Shastri's Moscow 
visit in May 1965 led to a new agreement which will probably 
permit New Delhi te draw down about/ = million annually from 
the USSR and Eastern Europe. This amount is not likely to be 
raised again in the next few years. lost West European coutries 
are showing considerable reluctance to enlarg2 their Indian 


aid programs -~ an attitude we think will continue. This would 
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the 
leave only/US, which may be asked to pay up to de.ble its present 


$500 million a year program. Many Indian leaders appear unaware 
that such a jump would be viewed with little enthusiasm by the 
American Congress, Which has just authorized an aid program for 
FY 1966 of $2.3 billion in econamie assistance for the entire 


underdeveloped world. 


5. Indie's unsatisfactory growth rate of the last few 
years has not resulted exclusively from toc little external 
assistence, though shortages of imported materials have played 
a part. However, India's economic advance has been retarded by 
a variety of factors: planning failures, cveremphasis on 
industrialization, the govermment's inefficient public sector 
projects, its penalizirg of the more vigorous and creative 
private sector, its incompetent bureaucracy, its excessive 
regulation of economic life, and its discouragement of private 

A foreign investment. If New Delhi were simply provided with 
increased foreign aid, it would persist in following the 
same policics that have led to the present difficulties. 
However, the offer of more aid -- on condition that major reforms 
be made in Indian economic practices -- would provably bring 
about at least some economic liberalization and the release of 


repressed energies of the private sector so long desired by 
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Western econamists. In particular, the offer ‘of increased 


merproject aid advanced on the stipulation that it be used 


lergely by the private sector would stimilete the Indian econozy. 


6. Under these circumstances, Indla's rate of economic 
growth would probably be samewhere tetween four-five percent 
a year, but in the absence of a dramatic breakthrough in agriculture, the 
growth rate would be unlikely to approach the six-seven percent 
the planners are aiming at. If foreign aid to India continues 
at about preseat levels, and no significant debt postponements 
ace granted, India's planners vill probably be forced to 
cut back their goals. In this situation, we believe ‘hat India's 
rate of growth would continue at the present rete. Public 
dissatisfaction would increase, and over the long term, the 
Shastri government would be weakened. However, its tenure, 
and control of the Indian political scene would probably not 


be threatened for some time. 
Afmhenistan 
7. Afghanistan's problems ure less serious than thoce of 


India, and its needs are comparetively small. It is not rich 
in resources, but neither is it saddled with a large, repidly 
growing population. Its economic well being is dependent on trade 


with, and assistance from, both Western and Rastern powers. 
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Relations with the latter have beengenerally satisfactory. It 
continues to utilize about $50 millicn worth of Soviet grants 
end leans annually (about double that received from Western 
sourcee.} Though the USSR has become the Afghan's chief 
benefactor and trade partner, it bus noc go* a stranglehold 
on its neighbor's economy, nor has Moscow attempted to utilize 
its economic leverage for political purposes. Rather, it is 
trying to make Afghanistan a showpiece of its policy of nom 


interference inthe affairs of Afro-Asian statcs. 


8. However, Afrhanistar both lacks an¢ badly needs 
convertible exchange. Kabul has been paying local costs for the 
many Soviet sponsored infrastructure projects, which bring no 
immediate increase in domestic production, by printing more 
money. As a result Afghanistan now suffers from a budgetary 
dericit and growing inflation. Rising demand brought on by 
these inflationary pressures has led to heavy imports of Western 
consumer’s goods; and to depleted foreign exchange reserves. 
Most of these imports are paid for by the export of rugs and 
karakul wool. “lowever, export eaz.uings have sagged because of 
a decline in Karakul production and to an unrealistic exchange 


rate which hes put mich of this trade into illegal channels. 
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9- The Afghan goverment now says it needs more outside 
aid to get back on its feet and to mend its ways. It now 
receives about $22 million in aid, plus PL 486 shipments amounting 
to $20 million from the US per year. It is currently cequesting: 
an additional $30-50 million for the Helmund Valley deuiopment 
project; 150,000 more tons of Title IT PL 40 wheat annually for 
the next six years; and a $5 millior annvel cumodity loan fur the 
next four years. In return {t prenises to institute necescury 
economic reforms, to include at least seme devaluation of the 
currency, reduction of the budgetary deficit, and sharply 
increased domestic taxation. These reforms, if pushed through, 
should go far towards getting the Afghans over their present 
difficulties. Indeed, these measures were previously recommended 
by “he International Monetary Fund (IF), which is now drawing 
Up @ new agreement with the Kabul government. If an cgreement 
is reached, the IMF itself will probably advance a part of the 
reletively small amounts of exchange nee“=1 for the next year 
or so. However, the Afghans have so far -ejected en IMF recommendae 
tion for an extensive and needed devaluation of the currency, and 


prospects for immediate IMF aid are poor. 


10. It is doubtful that that the essentially weak and 


transitional Afghan government will feel that it can immediately 
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impose austerity measures on the cowitry. It probably prefers 

to get further external assistance while continuing its present 
policies with only slight modifications. However, Kabul so 

far seens uneware of amy new Western reluctance to offer 
additional assistance, without getting an improved performance 

in eae” Were further Western aid to be denied -- as appears 
prebablie -- anti-American sentiments would be aroused, at least 
terporarily, and the Soviets would probably offer to provide 

Kabul with many of the consumer's goods now imported from the 
West. However, the USSR may be reluctant to satisfy the 

Afghans need for imported foodstuffs, Most important, the Afghans 
have shown considerable resistance to Soviet economic encroachment -- 
in particular, they have refused to divert their 
/Karekul exports -- which provide them with most of their hard 
currency -- to the USSR. They are not likely to change their 


minds nor are likely to hurl themselves into the embrace of the 


Soviets. 


* In iate April, the Soviets agreed to a moratorium on som 
debt repayments, and to further project assistance, without 
quid pre quo's of economic reforn. 
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ll. Folitical power in Afghanistan remains in the hends of 

a@ strong monarchy which can impose needed retorms if they 
appear necessary. in the lcng run, it is likely thet King 
Zahir Shah will order such measures. It is too early to say 
whether they will be made in the context of greater or less 
state control, and more or less extensive trade ties with the 
USSR. In ary case, Affhanistan is likely to get overs its 
current difficulties brought on by inflation and multilateral 
exchange shortages, whethcr or not it receives additional 


externel acsistance. 
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Ceylon 


12. Ceylon elso faces serious economic problems. However, 
the goverrnert of Ceylon is also probably less able to impose needec, 
out umpopular measures on the general public, and its foreign 
exchange nceds are greater than those of Afghanistan. The newly 
elected, relatively pro-Western Senanayake regime hes inherited a 
situation wherein its leftist predeccssor ignored long te-m 
development programs. Rether, it used the income from its extenrive 
import earnings end its foreign exchange reserves to pay for 
increasingly expensive social welfare and food import subsidy schemes. 
These reserves are now elmost exhausted, and the country accordingly 
suffers from increasing inflation, consumer goc1s shortages, and 
unemployment. In the short term, Colombo could either drastically 
cut back on these sib-idy end welfare measures -- an act of political 
suicide -- or get «mergency external assistance as a substitute for 


its depleted reserves. 


13. An IMF representative has tentatively estirated Ceylon's 
immediate needs at a total of $50-70 million for the next year 
in order to maintain price stability and economic activity. The 
IMF, which is sending a team of experts to make a definative survey, 


is prepared to advance up to $30 million curing the next year, and 


oS 


S-E-C-R-E-T 


ror 


Approved For Release 2004/08/04 : CIA-RDP85100875R002000210044-5 


Approved For Release 2004/08/02" 2c¥a5R5P85T00875R002000210044-5 
= CIA INTERNAL USE ONLY 


hopes that Western public and private sources will contribute the 
remairder. The Ceylon goverrment, not surprisingly, puts its needs 
much higher -- et some $72-94 million in commodity and foreign 
exchange assistance -- for extraordinary food purchases ( made 
necessary by natural Gisasters ) and for replenishing those shortages, 
e.g-, in fertilizer, spare parts and equipment, which now hamper 
domestic productive capacity. If Ceylon is to receive this aid, the 
US would have to provide a substantial pert of it. Until recently, 
the US has been restricted by lew from giving any eid at all, since 
Ceylon had not made a satisfactory settlement with those US oil 
companies whose pronverties it had nationalized. A mutually satisfectory 
agreement appears to have been reached, however, and this obstacle 


has been removed. 


14. Both th. IMF and the US insist that large scale assistance 
must be accompanied by major internal reforms: that is » Ceylon's 
government must, over a period of time, reduce or eliminate its 
expensive consumer food subsidy schemes. These freed resources 
should then be diverted to long term, capital producing development 
programs. However wise such moves might be from an economic standpoint, 
they would be politicaily very difficult, since Ceylonese public opinion 
strongly fevors retention of present subsidies -- no matter what the 


US government and taxpayer think. 
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15. On balance, the Seneanayake government appears likely ‘cc 
get some initial emergency assistance form the IMF, West Germany, 
the UK, and some banks and other private investors. If it also 
receives considerable FL 480 assistance, it can deal with its economic 
problems for the next six months or a year. However, the odds do 
not favor its carrying through the reforms -- ‘nsisted on by the 
donors -- to receive continued large scale financial assistance. 
More likely will be a continuation of recent policies, with Ceylon 
spending its substantial current foreign exchange earnings (from the 
sale of rubber, tea and coconuts) on consumption rather than on 
maintenance, investment, and developmental expenditures. This will 
be the case even though the Senanayake government itself knows what 
should be done, and will probably do what it can to bring about needed 
reforms. It has little room for maneuver, however, and will probably 
not be able to accomplish much. Barring a sharp rise in commodity 
prices, we do not expect a dramatic improvement in Ceylor's 
economic status. However, it is relatively affluent by Asian standards, 
end can probably continue in this manner for some time without 


facing an acute crisis. 
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Conclusion 


16. Afghanistan, Ceylon and India will probably devote 
considerable energies to acquiring foreign aid in coming years to 
overcome their economic problems, even thorgh Western resistance 
to such aid is increasing. Producers and exporters of raw materials, 
they are vulnerable to shifts in terms of trade, and have little in 
the way of foreign exchange reserves to fall back on. Further, there 
is little prospect for imsrovement in the next few years. Their 
industrialization programs have not made them econcnically independent. 
Their new industries now require large amounts of exchange to purchase 
spare parts and raw materials needed to keep them functioning. Even 
when operating at full capacity, there industries will not generally 
be competitive in Western markets. Prospects for improved export 
earnings remain poor, and dependence on external resources will 


continue, and probably will increase. 
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